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of demand for the things which the investment produces
approaches to nothing.
§ 6. Next we must take account of possible reactions on
private investment that may take place even though the
addition to public investment is wholly non-competitive. Such
reactions may take place by way of the rate of interest.
Thus, if ordinary economic motives and processes are allowed
free play, an expansion of investment by public authorities,
requiring, as it does, the use of money, will be associated,
except in periods of extreme depression, with a tendency for
the rate of interest to rise ; and this will check borrowing
for investment, and so investment itself, by private persons,
not indeed to an equivalent, but to some extent. In a country
tied to the rest of the world by a rigid international gold
standard the tendency of interest to rise might — not neces-
sarily would — be further stimulated through the enlarged
money incomes pushing up prices, with the result that imports
expanded relatively to exports and either gold was drained
away or the Central Bank took action, via discount and open
market dealing, to prevent that from happening. On the
other hand, in a country whose money is autonomous the
government is free to maintain a policy of cheap money,
creating whatever amount of new currency for under-pinning
bank credits is required for that purpose. In that case the
rate of interest is not affected and no reaction on private
investment is set up by way of it.
§ 7. There is a further important consideration bearing
on the relation between expansions in public investment
financed by borrowing and in total investment. In certain
circumstances when public investment is expanded psycho-
logical reactions may be set up among private industrialists
in such wise that, in the common phrase, " confidence is
undermined ". On occasions the risk of this may be very
serious. Thus in the great depression of 1930-31 there was
widespread alarm about the state of British Government
finance, wild talk of national bankruptcy, and, after the gold
standard had been abandoned, widespread uncertainty about
the future status and purchasing power of the pound sterling.
In these conditions it may well have been that any attempt
on the part of the public authorities to expand public ex-
penditure with a view to offsetting the contraction of private

